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by Karl 0. Nygaard ¥r

State and Local Government
Receipt and Expenditure Programs

STATEa.n& locel governiments, in rendering & host of vital

pervices, exercive important direct and indirect influences

' upon sconomic ectivity. In 1052, the more than 110,000

such governments spent $26 billion, an amount os loge az

fixed copital outloys of nonferm business and larger chon
Federal nondefenze expenditures. .

A growing popular concorn about the econdition of the

it Mation’s schools, highways, nad institutions s directing

 State and Local
Government Purchases
Exdusive of war and deprassion periods,

REAL par coapita porchases have shown
< long-term vpward lrend . . .

whila us a percant of tha Nation’s eutput,
purchases have moved within o nomrow margin
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inerersad attontion to ths taxation and axpenditure proprama
and ¢the financinl position of these governments, The extent
to which insprovements in inciities sre possible and might be
provided within existng financinl himitations s discussed
in the Commerca Diepartment’s naw report, Markels ofter the
Ligfensze Erpansion. The pirpose of this articls is to review
post reczipte and expenditures and to throw soma light on
the prospective fizcal and finnnoinl position of State and local
governments s i whole.

The State and local government accound

It is convenient to an the fiscol position of State and
loeal porernments Bs & whole in terme of the consolidated
expenditurs and receipt sstimates incloded in the netional
income snd product weccount, These estimonies, prescnted
in table 1, ate bnsed primarily upon comprehensive data
from the 1942 Census of Governments and Censua dnta from
the annua) summariss of city and State finances. In table 1,
governmental ravannes are presantsd on an ascrial bgis.

Purchases of goods and services account for' the buik of the
expenditure totel and include the capital formotion of gov-
smrment enterprives. Sales end current expenses of govemn-
ment enterprises are excluded from the table, but their
current surplus {sxcees of operating revenues over operating
outleys) is shown aa ¢ daduction from expenditures. Thus,
the deficit or surplus presemis & sobstantislly complete
fieenl pisture for all State nnd loosl government netivitics
ineluding general government, govanment enterprises, and
trust funda.

Although n functional classification of purchases of gooda
ond services iz not possible on the hasis of evailable dots,
the relative importonce of the two largest cotegorics may be
indicated. Of the more than $23 billion of goods ond services
purchnsad by State and loeal governments during 1952, shout
thrae-tenths were for public educniion purposes and one-fifth
for streets and ronds.

A more complete breakdown is shown for State govern-
ments ond cities over 25,000 population in the annual
(Clensus reports for these units. With respect to levels of
gﬂa:ivm-nmant, purchases by States account for roughly one-

rd of the total,

Expenditare Programs
State ond local government expoenditures have more than
tripled since 1929 with most of the rise oveurring in the poat-
war years (see chart),  Although transfer payments, includ-
ﬂn‘:ﬁ voterans’ bonuses, have contributed to ths inerease, tha

k of it went for purchases of goods and serviees, In
1952, State and local purchases ed thelr largest snnueal
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tofal to dets in terme of either current or constant dolars.
When adjusted for price inecresses since 1928, purchoses
rose threefiftha.

Real per capita outlays

Real per capita State ond local ¢z increased At an
avertge annual rats more thon double that for real par capita
nationsl product in the two decades preceding the depreasion.
Renl per sapite purchases by State and local governments fell

y during the depression and World War YT so that their
prasent level is only slightly above that for either the early
1930's or the yoars ]us:}:q%‘wr 4 World War I, despite & thres-
fifths increase since 1948, For the past 40 yeors as a whole
real per enpitn purchases by State local governments hove
incrensad at an average annuel rate of nlmost 2 parcent, only
slichtly shove the averags rate of growth in real per capita
groas national product. )

The 1952 rate of real per capits construction ouiluy by
State and locel governments, though five times that in 1945,
wis only shightly above that of 1939,

The pmrortiun of grogzs national produet purchnaed by
State and local governments has shown oo copsistent long-
term trends. Dhuring the past four decades, the State and
local share of national product has aversgad Eﬂj%]:[ﬂr more
thon 7 percent. This percendoge was consideraldy higher
during both the 1920°s and the 1930%, During the decade
prior to World War I, State and Jlocal governiments purchased
on the average more than one-tenth of the gress national
produst. Howevet, in the war dlzgﬂod, this Eﬁrumtaga whos
reduced by more than helf and despite its subsaquent yecor-
ery atill remains substantially below the 1920's, the 1930,
or even the 40-year period as a whela,

New construction up éhurply since 1945

State nnd lecal outlays for now construction are much more
volotile than their other purchases of goods and sarvicss and,
n2 the chart shows, have fluctuated considerably in the paat,

After expanding to on annval rate of mors then 52.5 billion
in the eady 1930s—in part & carryover of the building boom

Table 1.—Steto and Loeal Government Reonipts ond Expenditures
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of the pravious decade—outlays wers draaticaii auspﬁ\_med
during the fallowi dﬁfpraaﬁion years. During World Wor 11
the ovarriding neada of the Federal Government resulted in o
reduction of eapitel outlays bo 2 level sonsistent with orly the
most critical needs. In both these periods, the deecline in
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total State and local government expenditures may be traced
to the full in construction oetleys. .
During the postwar period, the tize In new construchion hes
been rapid. The large backlog of afm]mﬂ deferred dun
the war and the favorabls finsneial condition of State an
local governments weare important factors in the incresse in
new um;{ﬂﬁ*uaﬁon from less then 51 hlg]ion in t1_'El-i~l'i to mote
than $6% billion in 1052,  This figure, by way of compariao:
substentially exceeded the value of ail private industrial and -
ecmmercitl construction put in place last year. .
Hipher construction costs have, of course, heen an impor-
tant fector in the xissin current dollay outlays. Alhough the

Toble 2—~8ojor State and Local Government Revooue Bources as
; Faceent of Total Tax amd Nomtsx Rsesipts, Selected Yenrs
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ical volame put in plsce inerensed annually in the post-
gﬁ'mpeﬁud, the 1952 total was roughly one-third above that -
in ither 1939 or 1820,

Steady rise in current operation purchases

State and local axpenditores for current oporation, inelud-
ing empleyee eompensation and the bulk of other purchases
mmaat ontinys for new conetruction, have shown an almost
) rise sines 1920, and presently account for about
t-WD»iEll‘dﬂ' of total puréhnaea. These purchases in terms of
mmﬁtﬁnﬂnmva nok dac.lhadﬂhsigni.icnnﬂy m;ian during
peri nati emergency such as the great depresgion
aad World Wor 11, v

Eince the end of tha war, State and local povernment

loyment has incrensed by abouvt 1 million to almost 2%
illion in 1952, with hoth achocl and nomachee] employment
sharing in the increass, In the same peried, averngs annual
earningg have rigen by more than 50 percent. As g reanlt
of theae two factors, employee compensstion hns more thon
doubled sincs 1946, to the pressni mnnua! rate of about
$12 billion. Purcheses for nt.gar UITent Operating purposes
have moved similatly to pay rolls and last year amounted
to about $4.7 billion.

Highway and school programs

During ot Ieast the next few yeers, further inoresses in
real per capiin purchases mny be expected. - The Amerienn
Association of lgghway Officials has estimated that it would /
cost over $30 bilhon to bring the various Federnl-aid systems -
to & condition of adequacy; & ln,l:i_g additional sxpenditura
would be required to improve non-Federsl roads and streets,
A recent syrvey of public school facilities estimated schoel
constroetion needs to be of the magnitude of $10 biliion,
The need for improvement of hospitals and other insti-
tutions kns licswise been reported t¢ be extonsive.
Staffing, operating, and maintaining needad new facilities #



r ———

Janpary 1863

implies higher smployment and wling expenses—aa well
E]Pyrobleﬁm In recruiting Lenm:\.g, ienlth, and oiher

apocinlized personael. . :

Despite the rive In new construction during the postwar
period, only recently have cutlays come to excesd the
pmounts to meet newly-orising requirements for
facilities, #nd thus to sllow for improving the relationship
betwean existing fecilities and requirements, The problem
of acting on defarred requirements 12 estentinlly ohe of finance.

State and Local Government Receipts

In 1952, Staie and local governments raceived revenues in
gxoesa of $24 hillion, includmg $2.4 billion in Federal prants-
in-sid. State snd locel new long-term debt Hotations
amounted to more than $4 billion, with most of this pmount
going for new construction.

Unlike the Federal tax stracture, which is based v
on individuel nnd corporats income taxes, State and local
governments depsnd upon indirect toxes to provide fhe
groater part of ir revenues. Counting RIEoUS
montax revanusa from business, this eatepory, which includes
the generol aod selected sales taxes and the bulk of property
tax collections, accounted for more than two-thirds of todal
revenues last yenr,

Personal taxes and noninxes yielded only slightly more
than gne-cighth of the total receipts, with individual income
taxes smounting to less than $1 %illion. Fedaral ta-in-
sid—the largest: pars of which sre for Federal-aid highwa
construction end public nseictance purposes—have remain.
quite stahle since the middle thirtes and account for about
one-tenth of total receipts. The remainder is ascounted for
by sontributions to social insurence, chiefly retirement funds
for Stats and loonl povernment employaes,

 Receipts relative to national output

Measured as a percent of the MNation's total -:;:ll;gmﬁ of
poods end services, the present burden of Stats local
taxes ig low compared with that during the 1930°s when
State and local government receipts swere equivalent to more
than one-tenth of gross national product. This fraction
declined considerably during the war ;am, and since 1946
hos been relatively stable at around ent of nntional
product, However, with the sharp rize in Federsl taxution,
total tax snd nontax reseipts of el governments in 1953 wers
aquivelent to more than una-four%l of nationol output as
ﬁg:upmnd with an average of closa ¢o 18 paroent during the
Fa.‘ N

Effect of price changes lagged

Alibough Stata and local government recaipts have almosat,
doubled since the and of World War II, expenditures have
risem oven more rapidly. This situation moy be fraced in
Em to the nature of the ovar-all tax strustare of State and

EEI‘FH.'I:'.&HH]]E.l Whils pmghataﬁl; of goods and ﬂervﬁ..aa
E‘ump ect price changes in private coonomy, this

"yt ti» 1 muaﬁnlmaer extent on the reccipts side of the
State and loor] government neoount. ‘This important differ
ence may be seen by examining the tex boses of the major
ravenue s0uress. )

Despite ita steady decline in relative importones as &
ravenua producer, the property tex continues to be the most

important single sourca of Stete snd locol povernment re-
ﬂ?iﬁba (seo tahle 2). While only a fow Stats governmments
otit] derive i eipnificant part of their total receipts from the
general property tax, it providez more than one-balf of lacal
E0vernment meﬁ;' b ds _—

& propeér ase responds to chan n bhusiness
conditions, mﬂY hence price lavels, only Mtsrg:acnnsidarahla
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time [ag. In meny communities, nesessed valuntions lag for
bebind morket values so that with rising prices the effective
tox rate declines, Pressnt legnl restrictions on fax rotes not
only vary coneiderably from State to State, but apply un-
aqually within these political unita.

State and Local Government Receipts
and Expenditures on Income and
Product Account

Akhough recaipts have disn sharply stace 1945 . . .
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This property tox situation hea hnd 2o imporiant benri
on State and local government expenditurea, Al
States have been providing an incrensing proporsion of the
tobal cost of publio education, the public school Etfmm atill
remaing primarily o local responsibility so that tha general
propercy tax has continued and iﬂ-_ll]:ll;g‘ to continue to be
the major source of funds for public school capital outlays.
Thus, tJ.he effectiveness of the property tox represents ona
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n{ the fastors in the pressnt sondition of tha public schosl
plant.

With respect t¢ the othar major tax bases, aniy the penarel
sales tox, the individual and corporata incoma texes, and
contributions far spcial inswance expand at rates comparable
to that of the value of the proes national uot. However,
currently these relatively new sources of revanue togather
accovnt for only one-fifth of total State and local povernment
racelpts.

Other ravenue bases—including the property tax—which
account for about fom-fifths of total receipts either are listle
affacted by prics chanpes or nd to them after & consid-
arnble t.imuilg‘ In the ease of the special excise taxes on
gosoline, liquor, and tobacce, the tax hase usually expands
or cantraets aecording to changes in volimea rather than price.
Although this aspect contributes to the relative stability of
State and local receipts, paticulody in time of o business
downtura, the sffective tox rate is veduced whenever prices
increaso.

Deficits and Surpluses
The State and local government defleit or surplus in the

income and product account reflects the Rscal sibuntion of
thees goveraments only with respect to nggregate receipta

. expendituves; deficits of shout $1 billion have

Jomparcy 19563

end exponditures, comsolidating units with surpluses and
those with deficits, .

Due to their relative stability, State and locel government
recaipts wers sufficient to match both the current and eapital
expenditures of thesa governments for the period of the
1930’s us a whole, despito deficits in particular years and the
finoncinl hardships endured hy many political units.

During the war end early postwar paripds, the situstion
wis porticularly favorobls from the 1{::‘:]:1 standpoint. As
& result of the auppression of purchagey, tha relatively stable
State and local bax strucbure produced large annual purpluses
from 1940 through 1047, In fact, the cumulated net surplus
during this peried amounted to more than $14 billion.

Since 1948, however, revenuss have not kept pace with
pn incurted
each year. Asindicated enrlier, this abrupe shift in the fiscal
situption was the result of & combingtion o factore—mcluding
tha extent to which priee changes in the private esonomy
affected receipts and expenditures differentfy_, and the large
mereases in capital cutlays for new construction.

Debt and Liqerid Assets

The large surplus nesumuiated during che 194047 period
not only permitted reductione in State and leeal debt, but

State and Local Government Debt

Despite increases in State
ap— and local grost debt in
recent yeOrs ., ..
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also resulted in the establishment of eapital improvement
funds to provide for necessary constru¢tion which had }31;&'
been delerred. 3tate and locol gross debt, the bulk of whi

had been incurred during the 1920’z in connaction with achool
and roed eonstruction proprams, remained relatively un-
chenged during the 1830%. However, ofter 1940, retire-

Toblo S.~—State atd Loonl Goveroment Debt
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ments axeceded new borrowings in svery yemr through 1046,
reducing, the gross debt outstonding hy nioze than $4 billion
during these six years. col governments sceounted for
ahout three-jourths of this totsl reduetion, as tabls 3 ahows,

Debt up sharply since 1946

Since Btnic ond loenl government borrowings generall
precede the exponditure of%ﬂe&a funde, gross daEtg:clmmeumﬁ
to increase prior to the change in the fiscal situation as re-
flected in the income and product account. In the six years
gsinee 1946, 50@ State and loeal government debt has
merensed by close to $14 hillion to almost dowbls the amount
outstanding in that year. New long-term issues during this
period axceeded %20 billion.

Nonguarantead debt up sharply

One of the impertant factors in this $14 billion rise in pross
debt hes beon the incrensing popularity of the toll revenus
andl limited obligation bond method of financing, While
revenue bonds have Jong bean usad throughout the country
to finapce municipally ownoed utilities, the widespresd
Inborest in them az & means to finonee highway construction
12 & more recent development. .

Revenua bonds mre secured entirely by the receipis of
Y8100 goveImment BntBI‘{)l‘iﬂES, wharens limited obligation
bands nre secured by the pledge of colleotions from particular
toxes. In either anse, the bonds are not bncked by the full
fnith and credit of State and locsd governments and have
uﬂxﬂ}; been morketed only at mpprecisbly higher rates of
intevest,

The nonﬁlumnmd poction of pross Séate and local debt
his mors thin doubled since 1945 te about $5 billien in
June 1952, Tt has glso incressed in relative importancs,
%h‘ﬂ;'!e_ﬁﬂ:f accovating for more than one-sixth of total,

1S Increnss is attributable in part o the amount of toll rond
and bridge bonds which were issued in this periad,

The Burenu of Public Roads reporta that toll bridge bonds
and tell rond bonds accounted for more than two-thirda of
the $800 million rise in cutstanding State highway obligntions
between December 1945 snd December 1051,  Almost $700

SURVETY OF CORRENT BUSINESS 15

million of additional tol] bonds were eold during 1952.
Revenue bonds and limited obligetion bonds accounted for
almost all of the rise in State highway debt. In addition
laoal governnients have issued mors than 3180 million o
toil-revemue bonds for highway purposes during the past 7
years. Incressed interest in revemue bonds to finance
parking centers in large eities may necelerato this irord.

The gathering momentum of the toll road movemant is
further Mlusttaied by the facy that as of June 1952, there
wore in existence only slightly mora than 000 miles of modern
toll ronds built ot an estimated cost of £.6 billion. The con-
struction of sn additional 1,000 miles cetimated to cost more
than 81 hiilion waa then sither under way or authorized. At
the snme time, other toll road proposaﬂ involving possibls
gilﬁtlfnjts_ of several billion dollnms weve receiving nctive con-

eration.

Liquid assets rise fivefold since 1940

Although the necessnry date are not available to show sotal
lignid asseta of State and local governments, the ituda
involved is indicated by the sum of their hoidings of U, S,
aoenrities nod cash in banls, whish actounts for bulk of
the total State and local seeuritios held by State and lecal
governments arve not included with liguid assets since they are
netied sut of prows dobt,

As o reanli of the favorable fiscal situation during most of
tha 1940%s, the incrensed holdings of sinking funds, and the
hat zurplueee realized by the expanding troet funds, Stato
and loeal government bank depagits snd holdings of U. S,
securitios rose from gbout $4 billion in 1940 to almost $21
billion ns of Juna 30, 1852 (sca table 4). These figures do
not include the deposits of States, currently amomnting to
more than $8 billion, with the U. B, Treasury in connection
with the unemployment sompensation dpmgram. While it is
not possible to segregate State liguid assct holdi from
those of local governments except in 1951, availabla data

Tabla 4 ~Major Cozh and Seecurity Holdinga of Stobe and Loenl
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EUEE“ that States experienced the lu relative increngn
in their holdings. According to the Census Bureau, tatal
cash and escurity holdings of States, excluding doposite with
the IT, 8. Treasury, amounted to more than ${2 billion in

. 18581,
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Although ﬂn small part of the $21 bLillion total is held
by sinling funds as offsets 1o long-term dobt, & comporison
of the current ratio of liguid assets to net debt with that
In pash yenrs suggests the improved financial condicion of
Stats wnd local govarnments. Despits some decling in this
tatio In Tecent years, State and government boldings of
Unitad States spcurities and eash in banks m June 1952 were
much larger with respect to thelr ontstending ned debt and
operating expenses than in the prewsr peried.

A lorge port of thoese heldings is owned by Stote and local
nmp]uf‘eﬂ ratiremant funds and various other sinking end
trust tunde, nod hemce i5 not nvailabis for sxpenditore for

[ government purposes. However, it would appear
rom (fengus Teports an the cash and security holdings of
Staies and cities over 25,000 that probably clese to one-halt
of the total remains after deducting offsets to long-term deht
and holdings of insurinee and employes rotivement trust
funds. At the close of fiscal year 1951, Staie povarnments
plone held $7 billion of assets efter these deduotions. Al-
though working capital requirements snd other sncums
brances aceount for part of those liquid assets which ave
neither in the form of offsets to debt nor held by froet funds,
tha magnitude of the total suggests that a considerable sum
rmnaﬂ me mvailable to finonce future current and capital
outlays

Thaese cash and security holdings are of significance from
the standpoint of monetsry and fiscal policy, Since they
ropresent an important port of tha total money supply, Inrge
shufts aa batween the vorious types of nssets could have

Jouvary 1053

morked etonomic consequences. In addition, the mere ex-

istencs of nssets of this mapnitude would tend to reduce the

of Stots and loes] governmonts upon the market

fm::l new long-term capital in the event of 4 serivus econormic
ina.

Data showing annual debt rotirements, including sinking
fund requirements, nre not availeble; the trend of the burden
of debt zervicing can bo shown only in terms of the interest
charges, Tt does appesr, however, that State and lacel debt
retirement requirenents have been relatively stable.

As tha chort indicates, total interast hava declined
relative to either State nnd lacal receipts or 30 ulation during
the post two decades. With the relative decline in inberest
charges as com with receiptz, a decreasing share of
revenues has bad to be devoted io this jmse. '%'h:s down-
ward trend has continued, though at a gl ed rote, despite
the large increnses in cutstanding debt in recent yenrs. e
of the faotors m the relative dacline in intersat cbarges—
falling avernge mierest tates—may worlk in the opposite
direction in the future. At present it n;-)hglma that new eapi-
tal may be available only at somewhat higher interest rates.

The improvement of the Nation’s sthools, highways and
other State and local government institutions is essentinlly
o problem of finence, In view of the over-ol financisl posi-
tion of State nnd local governments, it would appear that
debt crsation could provide at least part of the n
funds but: this may raise problems with respact to legislative
and constitutionsl limitations on further debi snd tax in-
CTeq3es.

The Business Situation

(Continusd from 2. £

wos equal to approximately 11.7 percent of total sonsumer
axpenﬂitm a.ngr that repa; t of mstallment debt was
abaut. 9.5 percant, of dis; & ineotmnes,

Consumers satisficd their needs by the use of installment
eradit to o greater d in 1952 than in sny recent year and
also more thon in years immediately preceding World
WorII.  Asa corollury to this frear use of credit, matollment
debt repayment absorbed a | fraction of disposnbles
parecnal income in 1952 than in any recent yoar. :

Effect of changing composition of purchases
Apmﬁufthagft.w&rgmwth of consumer credit is ace
counted for by anding sales of goods customarily
sold on instollment exedit. e bre lnrpely durable goods,
with sutomgtive products giving rise to the i volome
of credit snd funiture and other houachald equipment next
in importance. The accompanying chort shows the contri-
bution of the vorious types of goods to installment snle credit
cutstanding. Wheress in 1845, ae o yesult of wartime con-
ditions, purchoses of comsumer durablos necounted for 6.9
percent of fotal consumer outlays, in recent yewrs the pro-
rtion of durables haa a nearly doubla that amount;
8 proportion spent for sutomobiles and parts ghifted from
!lagggthnn 1 percent in 1945 to slightly less thon 5 percent in

Liberalization of terms

An importent part of the postwar
eredit is ascribabls to the lib

st wt.l_l of ponsumer
zation of credit terme, ‘The

gize of the down payment i & major factor governing the
vinount of eredit axtonded whila the total amount oukstand-
ing is determined, in addition to ths size of the down pay-
ment, by the length of dme permitted for repayment.

On all threa oeeasions sines the snd of World War IT when
copsumer eredit eontrols have been suspended, progressively
more liberal credit terms thon those permitied ,bj ERegulation
W have bean granted by merchants undsr prassura of com-
petition. On each oceasion, the volume of eredis owtstand-
g has grown rapidly under this stimulus to buying. In the
moet. vrecent of these thres periods, runoing since lasé May 7
thera hns been the nsunl reduction in down p nts nnd
lengthening of repuyment perioda. On sutomobiles, for ex-
mlﬁ}:é ingientions are that 24 monthe is eurrently the pre-
vaili mutuf.i‘f%y period ns compared with the I8-month
maximum in effect prior t¢ the euspension of Regulotion W.
Credit use more widespread

Thers i some avidenos that the pr&porl:inn of hu&gm using
credit is also continving 6 expond.  The Board of Governors
of the Fadernl Rezoarve System reported in December thot
ginee the lifting of credit controls last Mg.gi, more durable
nses were being financed on cradit dken pricr to
i tma. This 15 particulnrly true of new autmombiles
which an estimated 4£7 percont of all buyers purchnsed with
the aid of credit in 1951; prelimivary data mdionse that &
congiderably larger percuntu.ﬁlla of new ¢or purchascs in 1952
hnve involved tha uea of cradit.



